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Christine M. Hansen, Director, Finance Division and Chair
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Mary Roberts, General Counsel, 415-865-7803, mary.roberts@jud.ca.gov
Stephen Nash, Assistant Director, Finance Division, 415-865-7584,
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DATE: October 18, 2006

SUBJECT: FY 2006-2007 Trial Court Budget Allocations, Fund Balance Policy,
and Delegation of Authority (Action Required)

Issue Statement

The Judicial Council has the authority to approve the allocation of funding to the trial
courts. This report presents recommendations for remaining allocations of fiscal year
(FY) 2006-2007 State Appropriations Limit (SAL) adjustment funding. The report also
presents for consideration allocation of the screening station equipment replacement
funding included in the Budget Act of 2006 (Stats. 2006, ch. 47), and a proposed Fund
Balance Policy. Finally, there are recommendations for the delegation of authority and
responsibility to expend funds pursuant to Government Code section 68085 and to direct
the Administrative Office of the Courts to develop related policies, procedures, and
criteria.

Summary of Recommendations

The following recommendations are made by Administrative Office of the Courts (AOC)
staff. The Trial Court Budget Working Group joins in on recommendations 4-12. It is
recommended that the Judicial Council:

1. Approve the allocation of up to $24.3 million in ongoing SAL security funding,
plus an additional $7.1 million in ongoing security funding from Los Angeles
County’s increase in the Maintenance of Effort payment, to the courts as indicated
in columns A, B, and B1 of Attachment 1.



. Approve, as in FY 2005-2006, immediate allocation to those courts with
confirmed changes in mandatory security costs, and set aside funding for those
courts that have estimated changes, until such time as their cost needs have been
confirmed.

. In the event that after allocation of funding to address mandatory security costs
and security costs for facilities opening or transferring during the period July 1,
2006 through September 30, 2007, there is remaining ongoing SAL security funds,
direct the Working Group on Court Security to meet to develop recommendations
to be presented to the Trial Court Budget Working Group and, ultimately to the
Judicial Council at its February 2007 meeting, as to how these funds should be
allocated to include such things as bringing the courts closer to security funding
standards. Also direct the Working Group on Court Security to develop
recommendations for allocation of the available one-time security funding for one-
time expenses for such things as radios and related costs, and other equipment.

. Approve the following criteria, in addition to the previously approved criteria, for
review of requests for funding for staffing and operating costs for new facilities:
o Construction-related costs, such as contractors’ fees, contingency fees, or
costs to build or remodel a facility are not recommended as they are not
related to the staffing and operating of new or transferring facilities, but
instead are capital outlay costs.
o Requested funding for optional items such as art work, employee
microwaves, and refrigerators are not recommended, given the FY 2006—
2007 constraints for this funding.

. Approve the allocation of $720,666 in one-time funding (column C) and $461,605
in ongoing funding (column D), annualized to $958,017 in FY 2007-2008
(column E) for costs of facilities opening or transferring between July 1, 2006
through September 30, 2007. In addition, approve allocation of $117,729 in
ongoing annualization of the approved funding for operational costs related to
facilities that opened or transferred in FY 2005-2006 (column F), from the $1.3
million in FY 2006-2007 SAL funding already designated by the Judicial Council
for this purpose. Also approve the allocation of $4.188 million to address one-time
operational costs resulting from new or transferring facilities. This funding will be
from available one-time funding in the Trial Court Trust Fund (column C). These
allocations are indicated in Attachment 1.

. Approve deferral of allocation of funding for security for new facilities opening
during the period July 1, 2006 through September 30, 2007, until the December 1,
2006 Judicial Council meeting.



7. Approve allocation of the RAS component of the workload growth and equity
funding, in the amount of $5.569 million, to the trial courts, as indicated in column
G of Attachment 1.

8. Approve providing one-time funding from the TCTF, as indicated in column H of
Attachment 1, to those courts that will receive new judgeships in FY 2006-2007
and are more than 10 percent underfunded to bring them up to the 10 percent
underfunded level and direct that these one-time funds can only be used for one-
time costs or for costs that would support the implementation of new judgeships,
such as early hiring of new staff for these judges, and training.

9. Establish the maximum reimbursement cost for replacing an x-ray machine at
$32,000 and a magnetometer at $5,000, including the cost of maintenance.

10.Replace all x-ray machines and magnetometers that were purchased and/or
manufactured in 1998 or earlier with the following exceptions:

o equipment that is indicated as being in storage (not used),

o equipment that is back-up (not used regularly and therefore not a priority
for the first year of replacement),

o magnetometers that will be replaced through the new entrance screening
funding (one of the 97 stations funded from the Budget Act of 2006), and

o magnetometers at multiple entrances in a facility that will no longer be
needed when a court receives funding for a new entrance screening station
through the Budget Act and the court closes all but one entrance in a
facility.

11. Approve the list of equipment to be replaced in FY 20062007 from the
replacement funding in the 2006 Budget Act, as indicated in Attachment 2. The
maximum allocations to the specific courts are indicated in columns I and J of
Attachment 1.

12. Approve the Fund Balance (Reserve) Policy as indicated in Attachment 3.

13. Delegate to the AOC the Judicial Council’s responsibility, authority and discretion
pursuant to Government Code section 68085(a)(2)(A) to (a) authorize the direct
payment or reimbursement of Allowable Costs from the TCTF or the TCIF to fund
the costs of operating one or more trial courts upon the consent of the participating
courts (Authorized Payment), and (b) support Authorized Payments by reducing a
court’s allocation from the TCTF to the extent the court’s expenditures are
reduced by the Authorized Payment and the court is supported by the expenditure.

14.Require the AOC to review, and if necessary and appropriate, amend or
supplement existing policies, procedures, and criteria (which constitute policies,



procedures and criteria of the Judicial Council to the extent they apply to
Government Code section 68085(a)) to provide for the administration of section
68085(a)(2)(A) in a way that promotes the effective, efficient, reliable, and
accountable operation of the trial courts; and delegate to the AOC the Judicial
Council’s responsibility pursuant to section 68085(a)(2)(A) to provide affected
trial courts with quarterly reports on Authorized Payments.

15. Authorize the AOC to make direct payments or reimbursements from the TCTF or
TCIF, pursuant to Government Code section 68085(a)(2)(A), for certain court-
county facilities projects that were pending on June 10, 2005, in four counties
(Fresno, Merced, Orange, and Santa Cruz) and depended on the continuing
availability of undesignated fee revenue that was later transferred to the state
pursuant to Assembly Bill 139 (AB 139). This authority is given directly to the
AOC, outside of any other policies and procedures that may apply, only to serve as
an approved, alternative mechanism for making equitable adjustments in amounts
previously approved by the AOC and the California State Association of Counties
(CSAC) pursuant to section 68085.8(a). As provided in section 68085(a)(2)(A),
the AOC is authorized to support these payments or reimbursements by reducing
any of the four courts’ allocations from the TCTF or the TCIF to the extent that
the particular court’s expenditures are reduced.

Rationale for Recommendation
Please see the rationale included for each recommendation within this report.

Alternative Actions Considered
Please see the alternatives included for each recommendation within this report.

Comments From Interested Parties

Most of the recommendations contained in this report were reviewed and considered by
the Trial Court Budget Working Group at their meetings on September 27 and October
11, 2006, prior to presentation to the Judicial Council for consideration and approval.

Implementation Requirements and Costs
No additional funds are needed to implement these recommendations.

Attachments
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Previous Judicial Council Action

At its August 25, 2006 meeting, the Judicial Council allocated most of the FY 2006-2007
SAL funding to courts. For various reasons, allocation of portions of the funding was
deferred to the October meeting. Three allocations based on the SAL adjustment funding
are discussed in this report: (1) funding to address mandatory security costs changes, (2)
trial court operating and staffing costs for new facilities opening during the period July 1,
2006 through September 30, 2007(security and non-security costs), and (3) the Research
Allocation Study (RAS) model component of the workload growth and equity funding.
The amount of funding available and the proposed allocations in each of these areas are
discussed in the following sections.




Remaining SAL Allocations

Mandatory security cost changes

The final SAL adjustment for FY 2006-2007 was 4.96 percent. When applied to the
security budget, this resulted in an increase in ongoing security funding of $19.987
million. There is also $4.323 million in additional ongoing security funding that carries
over from FY 2005-2006, and $12.646 million in one-time security funding that carries
over from previous fiscal years. In FY 2005-2006, all security allocations were made
from security funding, i.e., no undesignated SAL funding or other undesignated funds
were used to address security costs.

At its August 2006 meeting, the Judicial Council deferred allocation of the SAL funding
for mandatory security costs until the October meeting because AOC staff had concerns
regarding the cost information provided in a May 2006 survey completed by the trial
courts and sheriffs that was designed to identify changes in mandatory costs for security
services. This included changes in negotiated salary, retirement, and other benefit costs.
Courts were instructed to include only existing levels of security—no new positions over
the previous fiscal year. The survey form allowed for the inclusion of costs for all areas
of security for which the court was paying at the time Senate Bill 1396 (Stats. 2002, ch.
1010) was enacted. The initial amount requested by courts for FY 20062007, above the
amount provided to the courts in the previous year, was over $44 million. This is well in
excess of the amount of funding available to address mandatory security cost changes in
FY 2006-2007.

Because $44 million would represent an increase of approximately 11 percent over the
FY 20062007 security base budget before application of SAL, and given the
inconsistency of some of the data provided by courts and sheriffs, AOC staff believed
that a greater level of analysis of this information was necessary. As part of this analysis,
staff compared the service levels indicated in the FY 2005-2006 security cost surveys to
those in the FY 2006-2007 surveys for each court. Staff also compared FY 2005-2006
salary, retirement, benefits costs paid with that included in the FY 2006-2007 survey.
Based on the review performed on each court, it became clear that some courts were not
submitting mid-step salary and benefits for the calculation of the funding standards.

A second set of forms was sent to all of the courts for completion that required more
detailed information on salary, retirement, and benefit costs at the entry, mid, and top
step. As a result of the review of the second set of forms, the mandatory funding needed
from SAL has decreased. The following adjustments have led to this decrease:

e The number of FTEs from requests that were above the FY 2005-2006
service/funding levels were reduced.

e The salaries and benefits costs used to calculate funding need per the standard
were reduced. Some courts used top-step salary rather than mid-step. Some



included maximum incentive pay, or included overtime in pay. Some included
healthcare based on a family of four, not the actual average. Nonallowable
benefits, such as retiree health, were removed. Incorrect rates for Medicare and
FICA were changed.

e Implementation of the interim security equipment, and services and supplies
standards based upon the lesser of the actual cost or standard, for things such as
uniforms, ammunition, sidearms, etc., as approved by the Judicial Council at its
August 25, 2006 meeting. Costs that were above the standards for these services
and supplies items as well as those above the council approved 1.5 percent for
professional services, were reduced. Vehicle costs that were above the standard
were also reduced.

e All items that are not SB 1396 allowable were eliminated.

e Only allowable equipment, services, and supplies that had previously been paid
for by the courts were included.

e Increases in perimeter screening, of which most, but not all, are being funded by
the separate entrance screening funding from the 2006 Budget Act were removed.

e C(Costs for radios, radio accessories, and radio maintenance were removed, as these
may be considered by the Working Group on Court Security for funding through
one-time security funding in FY 2006-2007. Recommendations for allocation of
the one-time funding will be brought to the council in February 2007.

In addition to the preceding adjustments, the judicial position equivalents (JPEs) for each
court were updated to reflect the numbers as of July 1, 2005. In addition, the AB 1058
FTE for each court was subtracted from the JPE figure as these are not state funded
positions. Staff used the same assessed judicial need (AJN) figure for each court that was
used last year, except that the AB 1058 commissioner FTE was subtracted.

The September survey provided detailed salary, retirement and benefit information for
the mid-step sheriff, sergeant, lieutenant and captains, where used in the courts. Staff
confirmed by way of document provided by the court and county/sheriff web sites that
the information was actually mid-step. Premium pay, health, dental, and vision were
required to be an average of actual. Non-allowable costs such as retiree health care
benefits were deducted.

Each court’s individual analysis was sent to them prior to the Judicial Council meeting to
confirm the accuracy of the analysis. To the extent that input was received prior to the
meeting, it is reflected in the council report. If input is received after the council meeting,
amendments will be made at that time. If a court did not submit a security survey, courts



will be funded at the lesser of actual FY 2005-2006 expenditures or the FY 2005-2006
base budget adjusted by the percentage change in the State Appropriations Limit (4.96
percent in FY 2006-2007). Where a survey includes estimated costs (either due to
pending follow-up information from the courts or contract negotiations not yet being
complete), the estimated increases will not be allocated until final or accurate data has
been provided.

As a result of these adjustments and application of the approved standards, the security
funding need above the FY 2006-2007 SAL funding amount is estimated to be within the
$24.3 million ongoing that is available. As indicated earlier in this section, there is also
approximately $12.646 million in one-time security funding available to be allocated. If,
as staff anticipate, there is sufficient ongoing funding to meet the courts mandatory
security costs, staff will return to the council, as indicated in recommendation 6, with
recommendations to address security costs for new facilities opening or transferring
during the period July 1, 2006 through September 30, 2007. If ongoing SAL security
funding still remains, the Working Group on Court Security would meet to develop
recommendations for review by the Trial Court Budget Working Group and ultimately
the Judicial Council at its February 2007 meeting as to how to allocate these funds.
Recommendations for the allocation of the remaining one-time funding would also be
developed and presented at the February 2007 meeting. This funding could potentially be
used to bring courts closer to the security funding standards, or for such things as costs
for tasers, and the expenses of radios and associated costs for sheriff communication in
the courts. Staff discussed with the Trial Court Budget Working Group, at its October 11,
2006 conference call, the detailed analysis that was being performed on each court’s
security needs and the recommendations that would be made to the council.

Recommendation
The staff of the Administrative Office of the Courts recommends that the Judicial
Council:

1. Approve the allocation of up to $24.3 million in ongoing SAL security funding,
plus an additional $7.1 million in ongoing security funding from Los Angeles
County’s Maintenance of Effort payment, to the courts as indicated in columns A,
B, and B1 of Attachment 1.

2. Approve, as in FY 2005-2006, immediate allocation to those courts with
confirmed changes in mandatory security costs, and set aside funding for those
courts that have estimated changes, until such time as their cost needs have been
confirmed.

3. In the event that after allocation of funding to address mandatory security costs
and security costs for facilities opening or transferring during the period July 1,
2006 through September 30, 2007, there is remaining ongoing SAL security funds,



direct the Working Group on Court Security to meet to develop recommendations
to be presented to the Trial Court Budget Working Group and, ultimately to the
Judicial Council at its February 2007 meeting, as to how these funds should be
allocated to include such things as bringing the courts closer to security funding
standards. Also direct the Working Group on Court Security to develop
recommendations for allocation of the available one-time security funding for one-
time expenses for such things as radios and related costs, and other equipment.

Rationale for Recommendation

Fiscal year 2006-2007 mandatory security costs have not been finalized in all courts.
Staff believes that only those courts with confirmed changes should be funded at this
time. Rather than providing funding for speculative increases that may in the end be
overestimated, only known increases are recommended to be funded. A substantial
amount of one-time funds is available in FY 2006-2007 from previous fiscal years. If
these one-time funds are not needed to address the mandatory cost changes, there are
other security related costs that could be addressed using these funds.

Alternative Actions Considered
Since it now appears that mandatory security costs can be funded through available
ongoing SAL security funding, no additional alternatives were considered.

Trial Court Staffing and Operating Expenses for New and Transferring Facilities

There are two Judicial Council approved budget priorities for FY 2006-2007: (1) trial
court staffing and operating expenses for new facilities, and (2) self-help centers. The
Legislature adopted the Supplemental Report of the 2006 Budget Act (Supplemental
Report Language) which includes language which specifies the specific allocation of
SAL funds in FY 2006-2007. The Supplemental Report Language, which states
legislative intent but does not impose legal requirements, specified that the total amount
that can be provided from the SAL adjustment for both of these Judicial Council priority
areas in FY 2006-2007 could not exceed $5.0 million in total. Based on commitments
made during the legislative budget process, AOC staff recommended to the council at its
August 25, 2006 meeting that a maximum of $1.3 million in ongoing funding be provided
for staffing and operating expenses for new and transferring trial court facilities and that a
minimum of $3.7 million in one-time and ongoing funding be provided for self-help. At
the August 2006 meeting, the council approved these recommendations and an allocation
of $3.7 million in ongoing funding for self-help.

Consideration of the trial court staffing and operational expenses for new and transferring
facilities was deferred to the October 2006 council meeting due to various reasons. For
review purposes, the forms submitted by the court were divided into security funding
requests and staffing and operational (non-security) funding requests. The staffing and
operational funding requests will be discussed first.



Staffing and Operating Expenses for New and Transferring Facilities

This item was also a Judicial Council trial court budget priority in FY 2005-2006. At the
August 2005 meeting, the council approved the following criteria for review of these
requests:

e All costs that either were unrelated to the new or transferring court facility or
were already paid by the court prior to the opening of the new facility or the
transfer of the new facility are not recommended.

e All costs submitted should be beyond the courts’ ability to pay within their
existing resources.

e Rule 810 unallowable charges were not to be considered, with the exception of
cases where historically the county has never paid for these costs.

e Undesignated reserves for Trial Court Trust Fund and Non-Trial Court Trust Fund
as of the third quarter Quarterly Financial Statement (QFS) were evaluated to
determine if one-time costs could be absorbed.

In the current year, a total of 20 courts submitted requests for 29 facilities scheduled to
open during the period July 1, 2006 through September 30, 2007. Of these submissions,
15 were for facilities that are transferring to the state. The survey instructions advised the
courts that only costs allowable under rule 810 of the California Rules of Court were
permitted and that requests should be for unfunded costs associated with opening and
operating a new court facility. If funding for positions was requested, courts were
instructed to complete a workload analysis form to show justification for the positions.
Courts were also instructed to identify the value of offsetting resources such as staff and
existing furniture or equipment that could be transferred from an existing facility to the
new one.

The total amount requested in FY 2006-2007 for one-time expenditures is $7.252 million
and the amount for ongoing costs is $2.242 million. The number of full-time equivalent
(FTEs) positions requested was 11. The total funding available for allocation is limited to
$1.3 million in ongoing funding, in accordance with the Supplemental Report Language,
as mentioned earlier in this report.

AOC Finance Division staff coordinated with staff of the Office of Court Construction
and Management (OCCM) and Information Services Division on these requests. The
courts were contacted directly where questions arose relating to specific facilities or items
being requested. Due to the cap that was imposed on the funding that could be allocated
from SAL for this purpose, staff was required to look even more closely at each item
requested. Based on this review, two additional criteria were developed and are
recommended for approval by the council for this process:
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e Construction-related costs, such as contractors’ fees, contingency fees, or costs to
build or remodel a facility are not recommended as they are not related to the
staffing and operating of new or transferring facilities, but instead are capital
outlay costs.

e Requested funding for optional items including art work, employee microwaves,
and refrigerators, are not recommended, given the FY 2006-2007 funding
constraints for this funding.

Staff also looked at each requesting courts’ fund balance (reserves) to determine the
courts’ ability to address one-time costs. After preliminary recommendations were
determined, Finance Division staff and the appropriate Regional Administrative Director
contacted the courts to discuss the preliminary staff recommendations and the process
involved in reviewing the requests.

The additional criteria and the staff recommendations were reviewed by the Trial Court
Budget Working Group at its meeting on September 27, 2006. At the working group’s
request, the AOC’s Finance Division staff recommendations and analysis were provided
to the AOC’s Regional Administrative Directors for their review. These
recommendations were then presented to the Trial Court Budget Working Group at its
October 11, 2006 conference call for consideration. The working group approved the
recommendations for consideration by the council.

In addition to the operating costs for new and transferring facilities opening during the
period July 1, 2006 through September 30, 2007, $117,729 in ongoing costs resulting
from the annualization of the FY 2005-2006 funding of new facilities remain unfunded.
The recommendations below address all of these costs.

Recommendation
The Trial Court Budget Working Group and staff of the Administrative Office of the
Courts recommend that the Judicial Council:

4. Approve the following criteria, in addition to the previously approved criteria, for
review of requests for funding for staffing and operating costs for new facilities:

o Construction-related costs, such as contractors’ fees, contingency fees, or
costs to build or remodel a facility are not recommended as they are not
related to the staffing and operating of new or transferring facilities, but
instead are capital outlay costs.

o Requested funding for optional items such as art work, employee
microwaves, and refrigerators are not recommended, given the FY 2006—
2007 constraints for this funding.
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5. Approve the allocation of $720,666 in one-time funding (column C) and $461,605
in ongoing funding (column D), annualized to $958,017 in FY 2007-2008
(column E) for costs of facilities opening or transferring between July 1, 2006
through September 30, 2007. In addition, approve allocation of $117,729 in
ongoing annualization of the approved funding for operational costs related to
facilities that opened or transferred in FY 2005-2006 (column F), from the $1.3
million in FY 2006-2007 SAL funding already designated by the Judicial Council
for this purpose. Also approve the allocation of $4.188 million to address one-time
operational costs resulting from new or transferring facilities. This funding will be
from available one-time funding in the Trial Court Trust Fund (column C). These
allocations are indicated in Attachment 1.

Rationale for Recommendation

Because the SAL funds available for allocation for the budget priority for this year are
quite limited and unallocated one-time funds are available in the Trial Court Trust Fund
(TCTF), it seems appropriate to maximize the SAL funds by using them solely to address
ongoing costs. Also, discretionary costs such as artwork and furnishings for employee
breakrooms are not recommended for funding given the limited SAL funding available
for this purpose. These are optional items that could be furnished from a court’s own one-
time fund balance or possibly through donation.

Alternative Actions Considered

One alternative considered was to exclude costs for facilities transferring to the state from
this process. There was concern that these costs alone could consume the entire amount
of funding available for this priority cost area. This option is not recommended because
in some of these facilities the county has been paying for certain types of costs that will
continue after the transfer occurs, but which will become the responsibility of the courts,
such as the cost of janitorial services in some cases. The original purpose for including
transferring facilities in the process was so that the impact of the transfer would not put
the court in a worse financial position.

Security Costs for New Facilities

In FY 2005-2006, the Judicial Council directed that approved costs for security for new
facilities for that year be funded solely from security funding, i.e., other non-security
and/or non-allocated TCTF funding could not be used. Because the FY 2006-2007
allocations to address mandatory security costs were not known at the time of the August
25, 2006 council meeting and the amount of funding available, if any, for security costs
for new facilities had not yet been determined, the council approved deferral of allocation
of funds for this priority until the October 20, 2006 meeting.

A total of 16 court systems requested funding for security costs for 21 new or transferring

facilities opening or transferring during the period July 1, 2006 through September 30,
2007. Although only instructed to submit costs related to new entrance screening stations,
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several courts submitted requests for security staff to support holding cells and control
rooms, supervise staff, handle internal security, and to address security for other than
normal business hours. Courts were informed that the security funding standards for their
courts would be applied to the requested positions. Some courts requested funding for
one-time equipment costs for basic entrance screening equipment, such as X-ray
machines, magnetometers, and hand-held wands. These items were included in the
allocated funding for this process last year. A few courts requested other items including
cameras, access card systems, remote control door locks, and radio communications
infrastructure. These are not the types of equipment that have previously been funded
through this process. At its August 2005 meeting, the council approved referral of
requests for these types of items to the AOC’s Emergency Response and Security unit to
determine the appropriateness of the request and for possible funding through its grant
program.

A number of courts that requested staffing and one-time costs for entrance screening
stations for new or transferring facilities are included in the list of 97 facilities to receive
funding from the Budget Act of 2006 to establish new entrance screening stations. The
requests for funding for screening stations for these courts were not considered in this
recommendation for new facilities as the funding should more appropriately be allocated
from the new station BCP funding.

Because these funds are not needed yet for this year as the facilities have not yet opened,
the numbers are still changing, and the amount of ongoing security funding to address
these costs 1s not yet known, staff recommend that allocation of security funding for new
facilities be deferred to the December 2006 Judicial Council meeting by which time the
amount of available security funding that can be used for this purpose should be known.

Recommendation
Staff of the Administrative Office of the Courts recommend that the Judicial Council:

6. Approve deferral of allocation of funding for security for new facilities opening
during the period July 1, 2006 through September 30, 2007, until the December 1,
2006 Judicial Council meeting.

Rationale for Recommendation

Staff anticipate that a few of the mandatory security cost amounts for the courts will
change as they are verified by AOC staff with the courts and sheriffs. In order to
determine the appropriate amount to allocate for security positions for new facilities, the
mid-step costs must be known. In addition, most of the facilities for which the requests
were submitted are either not yet open or have not yet transferred to the state. Waiting
until December to provide the recommendations will have little effect on the timing of
allocations as funding will not allocated until equipment is purchased and entrance
screening staff in place.
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Alternative Actions Considered

Staff considered making allocation recommendations at this time; however, until the
amount needed for mandatory security costs has been more firmly determined for all
courts, it appears reasonable to defer making these allocation recommendations.

RAS funding

Background

In FY 2005-2006, the Judicial Council approved use of the workload growth and equity
component of the SAL adjustment to address growing resource needs in courts with
growing workload, caused by an increase in specific types of filings and filings that have
become more complex and require more proceedings, resulting in some courts being
under-resourced compared to other courts of similar size.

In FY 2005-2006, the entire adjusted workload growth and equity percentage of SAL
was applied to the trial court base budget (excluding security), resulting in an amount of
funding—$13.86 million— that was used to address funding needs for the most under-
resourced courts. The methodology used to identify under-resourced courts used the
Resource Allocation Study (RAS) model, which was developed by the AOC’s Office of
Court Research, in consultation with the National Center for State Courts and a working
group composed of court executives from 15 superior courts. Last year, this process
provided additional SAL funding to 28 relatively under-resourced courts.

In the current year, consistent with Supplemental Report Language adopted by the
Legislature in 2006, the Judicial Council modified this process. Instead of using the entire
amount of funding derived by applying the adjusted workload growth and equity
percentage to the trial court base budget (excluding security), the workload growth and
equity percentage was divided into two even subcomponents—RAS funding and Pro-rata
Growth funding. The funding available from SAL in FY 2006-2007 based on the
application of the adjusted workload growth and equity percentage is $11.138 million. At
the August 25, 2006 meeting, the council approved allocation of the Pro-rata Growth
funding to all courts based on the percentage they represent of the total annual statewide
trial court funding allocation. The council also approved using the RAS model to allocate
the remaining half of the workload growth and equity funding, or $5.569 million.
However, the council approved deferral of allocation of the RAS component of the funds
at that time for the following reasons: Senate Bill 56, the new judgeship legislation,
which had implications for ongoing funding in many courts, had not yet been enacted;
some courts had not yet submitted their Schedule 7A for FY 20062007, which is used in
the RAS model for salary and benefit cost information; decisions were still being made
regarding ongoing supplemental funding for administrative infrastructure; and
methodology refinements to the RAS model were being considered and developed.
Recommendations for allocation of these funds are presented in this report.
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In prior discussions of the RAS model and its use in allocating the workload growth and
equity funding, various court executives and members of the Trial Court Budget Working
Group suggested that AOC staff look into the potential impact of particular factors on the
model. To address these concerns, AOC staff looked into the issue of the impact of
facilities upon the need and use of supervisors and managers, and a comparison of the use
of cost-of-labor (which was used in the RAS model last year) vs. cost-of-living as an
index for establishing average cost of salary and benefits. The review of facility size
resulted in the inclusion of a small facility adjustment in the RAS model. The analysis of
cost-of-labor vs. cost-of-living did reflect some differences for some courts, although this
difference is being mitigated by an adjustment discussed below.

The methodology used for the calculation of the RAS portion of the workload growth and
equity funding was similar to that used in FY 2005-2006. A few changes have been made
and will be highlighted in the description in the next section of the report.

Methodology

The RAS model computes a projected level of staffing required to process each court’s
annual level of weighted filings. The first change to the methodology is to include an
adjustment to the projected staffing that takes into consideration the size of facilities in
which the staff work and the impact on the need for supervisors/managers for small
facilities.

Staff reviewed position data related to facilities based upon distance of facilities from
each other, the number of facilities a court has, and the size of facilities. Based upon this
review of the available data, staff were not able to detect differences between courts
based upon the number of facilities a court had, or the relative dispersion of a court’s
facilities. However, after reviewing data related to the number of supervisors and
managers at different sizes of facilities, staff did identify that a significantly higher
average of supervisors and managers were needed at small facilities (facilities containing
4 to 16 FTEs) compared to other sized facilities. Based upon this information, an
adjustment has been computed which provides a slightly higher level of managers and
supervisors based upon the court’s percentage of staff in small facilities. This adjustment
resulted in an overall increase of 41.5 FTEs for purposes of the RAS model calculation.
The RAS model FTEs are then used as a metric to identify under-resourced courts, based
on the following:

The actual salary and benefit cost for each court has been discounted by a cost-of-labor
factor for each county, as well as by an adjustment based upon a comparison of the
average cost of salaries and benefits for similarly sized courts. An average cost for each
of the four court clusters was determined. A change in the process this year was to not
reduce a court’s average salary and benefit cost if it was above the average for the cluster,
as was done last year. This change reflects the fact that courts have inherited salary and
benefit structures from their county which may be in high cost areas. Given a court’s
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limited ability to reduce these costs, reducing personal services costs for courts for
purposes of the RAS computation was not reflective of a court’s ability to manage these
costs. No longer reducing the computed costs for courts with higher than average salary
and benefit structures resulted in the computed percentage of funding need being higher
for many courts than it would have been if a downward adjustment had been made. Staff
compared the results of applying this “upward adjustment only” approach utilizing both
the cost-of-labor and the cost-of-living indexes and determined that the index used made
relatively little difference overall and did not impact the identification of the courts that
were determined to be under-resourced. The adjusted average salary and benefit amount
for each court is then multiplied by the RAS FTEs projected for each court, deriving a
projected cost of services.

Another modification to last year’s methodology is to include the charges each court
received for statewide infrastructure initiatives in the RAS model’s projected costs, since
these are primarily new costs that were not historically part of each court’s base. The total
projected cost is then compared to each court’s base budget, which includes each court’s
base FY 2006-2007 TCTF allocation, not including security funding and other minor
adjustments. Also included in the allocations is the ongoing supplemental funding that
various courts received to assist them in addressing their administrative infrastructure
charges, and the FY 2006-2007 allocations approved by the Judicial Council in August
2006.

A further change from last year is to include in the FY 2006-2007 base allocations the
full year funding for new judgeships for those courts that will receive one or more of the
50 new judgeships. While courts receiving new judgeships funding will only receive one
month of funding in FY 2006-2007, for purposes of RAS model calculation of funding
need, the ongoing base funding increase, staff believe, is appropriate. However, because
use of the full annualized value of new judgeships funding means, in the proposed RAS
model allocation, that some under-resourced courts will get a smaller or no allocation of
RAS model workload growth and equity funding than they otherwise would have, AOC
staff and the Trial Court Budget Working Group recommend that those courts that would
have received greater RAS allocations except for being offset by new judgeships, be
provided some relief in the current year. At the meeting on October 11, 2006, staff and
the working group discussed this topic and proposed that one-time funding from available
TCTF reserves be allocated to those courts that will receive new judgeships that are more
than 10 percent underfunded, in an amount to bring them to 10 percent underfunded. This
adjustment is not to exceed the amount of annualized new judgeships funding each court
will receive, multiplied by 7/12ths to reflect the fact that only 7 months will effectively
remain in the fiscal year by the time this funding begins to be dispersed. Also, the
allowable funding would be offset by any judgeships or RAS funding to be allocated to
the court in the current year. These courts would be directed that the funds can only be
used for one-time purposes or for costs that would support the implementation of new
judgeships, such as early hiring of new staff for these judges, and training.
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The difference between each court’s base budget and base funding represents the
projected excess or deficit, based upon the model. This analysis identifies more than half
of all courts as being relatively underresourced, with 25 courts appearing to have resource
deficits in excess of 10 percent based upon the analytical methodology described above.
Given the finite funding available from the SAL adjustment that could be allocated as an
equity and workload adjustment to courts that are identified as under-resourced, staff
recommends that the funding be provided to courts that exceed the 10 percent
underfunded threshold. Also, in order to ensure that the courts that appear to be the most
under-resourced receive a greater share of funding, a scale has been developed to provide
larger percentage adjustments to courts with higher computed shortfalls.

Finally, in order to make sure that courts are not provided funding adjustments that are
beyond the capacity of the court to effectively absorb in the near and intermediate terms,
a constraint is included which ensures that in no case will the equity and workload
growth allocation exceed 25 percent of a court’s current base funding.

At the direction of the Trial Court Budget Working Group at its meeting on September
27, 2006, staff ran the RAS model at both the -10 percent and -5 percent underfunded
thresholds. On October 11, 2006, the Trial Court Budget Working Group met by
conference call and reviewed the results of running the model at the two different limits.
The working group and staff agreed to recommend that the threshold remain at the -10
percent underfunded level for FY 2006-2007.

Recommendation
Administrative Office of the Courts staff and the Trial Court Budget Working Group
recommend that the Judicial Council:

7. Approve allocation of the RAS component of the workload growth and equity
funding, in the amount of $5.569 million, to the trial courts, as indicated in column
G of Attachment 1.

8. Approve providing one-time funding from the TCTF, as indicated in column H of
Attachment 1, to those courts that will receive new judgeships in FY 2006-2007
and are more than 10 percent underfunded to bring them up to the 10 percent
underfunded level and direct that these one-time funds can only be used for one-
time costs or for costs that would support the implementation of new judgeships,
such as early hiring of new staff for these judges, and training.

Rationale for Recommendation

The ultimate goal of the process described above is to determine which courts are under-
resourced based upon each court’s filings information, relative to other courts in the state.
Since the beginning of state trial court funding, there has been concern that many courts
had historically been less well funded than others. Beginning with the use of this funding
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last year, many courts have been able to add staff to start addressing their workload
concerns. Continued implementation of the RAS model for this purpose will provide
funding to allow these courts to continue with their efforts to address longstanding needs
and will provide more funding for those courts with the greatest demonstrated need.

Providing one-time funding to several courts that will receive new judgeships in FY
2006-2007 appears reasonable because these courts would have been eligible to receive
more of the limited RAS funding if the funding they will receive in FY 2007-2008 for
these new judgeships was not considered in the current RAS funding calculation.
Recognition that the new judgeships funding will provide some courts an ongoing base
increase allows the leveraging of the limited RAS model funding allocation to address a
greater level of need in courts throughout the state.

Alternative Actions Considered

One alternative that was considered in this process was to include the civil assessment
revenues in the calculation of the courts’ FY 2006-2007 base budget. These funds are
collected, sent to the state, and then sent back to each individual court. Some Trial Court
Budget Working Group members believed that this funding should not be included in this
calculation because including the funding had not been discussed previously and had not
been considered by the Enhanced Civil Assessments Working Group. Some members
believed that adding this funding to the base budget would reward those courts that have
not instituted civil assessment programs.

Entrance Screening Station Equipment Replacement

At the same time that the decision was made to request funding for additional entrance
screening stations for those courts that either had no stations or needed additional stations
for specific facilities, AOC staff realized that there were hundreds of screening stations
already in existence. The existing equipment and any new equipment that might be
funded would need to be replaced due to either normal deterioration or changes in
technology. The Judicial Council approved inclusion of a request in the FY 2006-2007
security BCP of funding to replace all entrance screening equipment (existing and any
new that may be funded through the 2006 Budget Act). The 2006 Budget Act included
$2.286 million in ongoing funding for replacement of this equipment. The funding was
requested based on $30,000 per station on a five-year replacement cycle. This $30,000
cost was the same as included in the BCP for the new entrance screening stations. It was
anticipated to cover the cost of an x-ray machine, magnetometer, wands, taxes, delivery,
installation, and maintenance.

In order to establish the screening equipment that will eventually need to be replaced with
this funding, AOC staff requested that all courts provide specific information regarding
their existing x-ray machines and magnetometers (walk-through devices). Response to
this request appears to have been very good. Staff compiled the lists from the various
courts into two separate spreadsheets — one for x-ray machines and one for
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magnetometers. The information requested included the facility where the machine was
located, the manufacturer, model, serial number or court ID, year of make, and comments
on the condition of the equipment.

At the same time, to try to facilitate purchase of the equipment and to try to obtain a
better price, AOC staff did a Request for Purchase (RFP) to seek bids from vendors of
screening equipment, to establish a statewide contract for this equipment. AOC
Emergency Response & Security (ERS) unit staff attended demonstrations of various
equipment by interested vendors. In September, final decisions were made on a vendor
for each type of equipment as follows:

Equipment Manufacturer/Model Unit Price 3-Year Total
(with install, | Maintenance Cost
delivery) Contract

X-Ray Machine | Rapiscan — RAP 515 $20,300 $11,100 | $31,400
Compact X- Smiths Detection — $19,344 $9,207 | $28,551
Ray Machine Heimann 5030si
Magnetometer | Rapiscan — Metorex 250 $3,425 $1,275 $4,700
Handheld CEIA PD140V $194 $18.60 per $194
Wand service

Based on the costs in the contract, $30,000 will not be sufficient to pay for the cost of a
permanent x-ray machine when the maintenance contract is included. Staff believe that
this contract is very important for this equipment, which will result in the need to increase
the maximum replacement cost for the equipment, and lengthen the replacement cycle for
some equipment from five years to six.

In order to determine how much equipment could be replaced in FY 20062007, staff
needed to establish a new maximum replacement cost for the equipment. The costs
utilized were $32,000 for x-ray machines and $5,000 for magnetometers. Staff then
sorted the lists of existing x-ray machines and magnetometers each by year manufactured
and reviewed them to develop a recommendation for which machines should be replaced
in the first year. The date of manufacture or purchase of the equipment varied from oldest
in 1985 to the newest in 2006. Staff also reviewed the comments on the condition of the
equipment to select equipment that, due to a variety of problems, should be replaced for
safety purposes earlier than it might otherwise be, based strictly on its age.

Staff recommends that all x-ray machines and magnetometers dating from 1998 and
before be replaced in FY 2006—2007. There are a few exceptions, which includes (a)
equipment that is indicated as being in storage (not used), (b) equipment that is back-up
(not used regularly and therefore not a priority for the first year of replacement), (c)
magnetometers that will be replaced through the new entrance screening funding (one of
the 97 stations funded from the Budget Act of 2006), and (d) magnetometers at multiple
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entrances in a facility that will no longer be needed when a court receives funding for a
new entrance screening station through the Budget Act and the court closes all but one
entrance in a facility.

This recommendation and the list of proposed equipment to be replaced were presented
to the Trial Court Budget Working Group at its meeting on September 27, 2006. The
recommendations were approved for presentation to the Judicial Council.

Recommendation
Administrative Office of the Courts staff and the Trial Court Budget Working Group
recommend that the Judicial Council:

9. Establish the maximum reimbursement cost for replacing an x-ray machine at
$32,000 and a magnetometer at $5,000, including the cost of maintenance.

10.Replace all x-ray machines and magnetometers that were purchased and/or
manufactured in 1998 or earlier with the following exceptions:

o equipment that is indicated as being in storage (not used),

o equipment that is back-up (not used regularly and therefore not a priority
for the first year of replacement),

o magnetometers that will be replaced through the new entrance screening
funding (one of the 97 stations funded from the Budget Act of 2006), and

o magnetometers at multiple entrances in a facility that will no longer be
needed when a court receives funding for a new entrance screening station
through the Budget Act and the court closes all but one entrance in a
facility.

11. Approve the list of equipment to be replaced in FY 2006-2007 from the
replacement funding in the 2006 Budget Act, as indicated in Attachment 2. The
maximum allocations to the specific courts are indicated in columns I and J of
Attachment 1.

Rationale for Recommendation

Some courts have been able to replace their entrance screening equipment in the last few
years, but many have not had the funding to do so. As one would expect, as this
equipment ages it tends to develop more problems and need more maintenance. Some of
the older equipment is no longer under warranty, or perhaps not able to be repaired as it is
now obsolete. Technology for entrance screening appears to change rapidly. While a
shorter replacement cycle would be ideal, it is not feasible with the amount of funding
available for this purpose. Raising the maximum amount for the equipment to include a
maintenance contract appears warranted as this type of equipment needs servicing to keep
it working properly. The AOC’s ERS unit, which has experience with entrance screening
equipment, reviewed the list of equipment and determined that some of the problems
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courts are having with specific pieces of equipment are serious enough that they should
be replaced at this time, rather than a later year.

Alternative Actions Considered

One alternative considered was to maintain the maximum replacement cost at $30,000. If
a court wanted a maintenance contract they would have to absorb some of the cost. This
might result in a court deciding that it could not afford the additional cost and forgoing
the maintenance contract or purchasing cheaper, but lesser quality equipment.

Fund Balance (Reserve) Policy

The Legislature, in the Supplemental Report of the 2006 Budget Act, in Item 0250-101-
0932 2(b) specified that the judicial branch policy governing trial court reserves be
reported to the Legislature by September 30, 2006. In a letter sent by Tina Hansen, AOC
Director of Finance to the chairpersons of the fiscal committees in both houses of the
Legislature, the AOC indicated that this policy, along with other requested information,
could not be submitted until November 2006, after approval by the council at its October
meeting. In addition to the reserve policy, the Supplemental Report Language also
requested that all court revenues, expenditures, and reserves in the prior year be reported
to the Legislature by September 15, 2007.

In addition to this specific reporting, Government Code section 77203 specifies that the
Judicial Council has the authority to authorize trial courts to carry over unexpended funds
from one year to the next. Consistent with this provision, there is a need for a clear policy
that ensures courts are able to identify resources that address statutory and contractual
obligations as well as maintain a minimum level of operating and contingency funds. The
proposed Fund Balance Policy provides the necessary structure to ensure that funds are
available to maintain service levels for various situations that confront the trial courts
including a late state budget. The purpose of this policy is to establish uniform standards
for the reporting of fund balance by trial courts and to maintain accountability over the
public resources used to finance trial court operations.

The proposed fund balance policy provides standardized fund balance categories that
courts will use on an ongoing basis to track fund balances in the Quarterly Financial
Statement (QFS) expenditure reports and Schedule 1 budget reports.

AQC staff reviewed courts’ QFS and Schedule 1 reports to establish the purposes for
which funds were being reserved and then developed proposed standardized categories
within which these reserved funds could be reported. The proposed policy and categories
were discussed with the Trial Court Budget Working Group at its meeting on July 20,
2006, and at the three Regional Budget Forums in August. The Trial Court Budget
Working Group reviewed the revised policy at its September 27, 2006 meeting. The
working group requested revisions to the proposed draft policy. The amended document
was then presented to the working group again at its October 11, 2006 meeting for
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review. The policy (Attachment 3) as revised based on the recommendations made by the
Trial Court Budget Working Group, is attached to this report.

In addition, staff agreed to contact the few trial courts that currently do not identify
sufficient reserves to be able to maintain the minimum operating and emergency fund
balance required by the new policy. Staff will work with these courts to identify a plan or
appropriate alternative related to this requirement.

Recommendation
Administrative Office of the Courts staff and the Trial Court Budget Working Group
recommend that the Judicial Council:

12. Approve the Fund Balance (Reserve) Policy as indicated in Attachment 3.

Rationale for the Recommendation

The Judicial Council is directed by the Supplemental Report of the 2006 Budget Act to
report to the Legislature on the fund balances in the trial courts and to provide the policy
governing the fund balances. In order to report on the fund balances for all courts, there
needs to be a reasonable number of uniformly used categories for reporting this
information. Courts have previously labeled their reserves in an inconsistent manner that
would make such a report extremely difficult to prepare and difficult to interpret. The
categories included in the policy have been reviewed for completeness by many court
personnel through the Trial Court Budget Working Group and the Regional Budget
Forums. One adjustment made at the suggestion of the working group, was to add an
“Unfunded retiree health care liability” designated fund balance as a separate designated
category.

Alternative Actions Considered

Under designated fund balances in the proposed policy, all courts are required to maintain
a minimum operating and emergency fund balance. The proposed policy requires 5
percent fund balance be designated of the first $10,000,000 in prior year expenditures, 4
percent for the next $40,000,000, and 3 percent for all expenditures over $50,000,000. An
alternative that was considered was to set a range of total expenditures and apply a set
percentage for a fund balance for the total expenditures. For example, the alternative
would require a court with actual expenditures between $1 and $10,000,000 to maintain a
5 percent operating and emergency fund balance and a court with such expenditures
between $10,000,001 and $50,000,000 would be required to maintain a 4 percent fund
balance. The alternative would mean that a court with annual expenditures of
$10,500,000 would be required to maintain an operating and emergency fund balance of
4 percent or $420,000 while under the recommended policy, a court with this level of
actual expenditure would be required to maintain a fund balance of $520,000 ($500,000
on the first $10,000,000 and $20,000 on the remaining $500,000). The alternative would
result in a requirement for a lower level of operating and emergency fund balance. Staff
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and the Trial Court Budget Working Group believed that a higher balance for this
specific category was needed.

Delegation of Authority Regarding Government Code Section 68085(a)

Assembly Bill 1806' (Bill) amended Government Code section 68085(a) to expand the
authority of the Judicial Council to pay directly or reimburse a trial court or trial courts,
with Trial Court Trust Fund (TCTF) and Trial Court Improvement Fund (TCIF)* money,
for “any expenses related to operation of the court or performance of its functions”
(Allowable Costs). This authority does not extend to the cost of any property, good, or
service for which a county is responsible.

The Bill also eliminated the requirement that the Judicial Council obtain the written
approval of the Department of Finance and, in certain cases, notify specified legislative
committees before authorizing an increase in any reimbursement or direct payment of
costs from the TCTF or TCIF in excess of the amount appropriated in the annual Budget
Act. Finally, it deleted the restriction in section 68085(a)(1) on spending more than 30
percent of the annual TCTF apportionment during any 90-day period. Section 68085(a),
as amended, is attached for reference as Attachment 4.

Section 68085(a)(2)(A) requires the Judicial Council to establish procedures that promote
the effective, efficient, reliable, and accountable operation of the trial courts in
connection with reimbursement or direct payment pursuant to that section of Allowable
Costs.”

Recommendation
AOC staff recommends that the Judicial Council take the following action, effective as of
July 12, 2006, which is the date that the Bill was chaptered:

13. Delegate to the AOC the Judicial Council’s responsibility, authority and discretion
pursuant to Government Code section 68085(a)(2)(A) to (a) authorize the direct
payment or reimbursement of Allowable Costs from the TCTF or the TCIF to fund
the costs of operating one or more trial courts upon the consent of the participating
courts (Authorized Payment), and (b) support Authorized Payments by reducing a
court’s allocation from the TCTF to the extent the court’s expenditures are
reduced by the Authorized Payment and the court is supported by the expenditure.

! Stats. 2006, ch. 69, enacted on July 12, 2006.

* Appropriations from the TCIF may not exceed 20 percent of the amount deposited in the TCIF, in accordance with
Government Code section 77205(a). Pursuant to section 77205(a)and rule 6.105 of the California Rules of Court, the
Judicial Council must annually allocate 80 percent of the amount of fee, fine, and forfeiture revenue (50/50 Excess
Fines Split Revenue) deposited into the TCIF in any fiscal year that exceeds the amount of FY2002-2003 50/50
Excess Fines Split Revenue, as specified in section 77205(a).

3 This was a provision of existing law that was not modified by the Bill.
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14. Require the AOC to review, and if necessary and appropriate, amend or
supplement existing policies, procedures, and criteria (which constitute policies,
procedures and criteria of the Judicial Council to the extent they apply to
Government Code section 68085(a)) to provide for the administration of section
68085(a)(2)(A) in a way that promotes the effective, efficient, reliable, and
accountable operation of the trial courts; and delegate to the AOC the Judicial
Council’s responsibility pursuant to section 68085(a)(2)(A) to provide affected
trial courts with quarterly reports on Authorized Payments.

15. Authorize the AOC to make direct payments or reimbursements from the TCTF or
TCIF, pursuant to Government Code section 68085(a)(2)(A), for certain court-
county facilities projects that were pending on June 10, 2005, in four counties
(Fresno, Merced, Orange, and Santa Cruz) and depended on the continuing
availability of undesignated fee revenue that was later transferred to the state
pursuant to Assembly Bill 139* (AB 139). This authority is given directly to the
AOC, outside of any other policies and procedures that may apply, only to serve as
an approved, alternative mechanism for making equitable adjustments in amounts
previously approved by the AOC and the California State Association of Counties
(CSAC) pursuant to section 68085.8(a).” As provided in section 68085(a)(2)(A),
the AOC is authorized to support these payments or reimbursements by reducing
any of the four courts’ allocations from the TCTF or the TCIF to the extent that
the particular court’s expenditures are reduced.

Rationale for Recommendations

Pursuant to the measure, section 68085(a)(2)(B) now specifies that the “costs of
operating one or more trial courts,” for purposes of making a direct payment or
reimbursement of costs pursuant to section 68085(a)(2)(A), are not limited to
expenditures for “court operations” as that term is more narrowly defined in Government
Code section 77003. For purposes of administering section 68085(a)(2)(A), therefore,
Allowable Costs include expenses for the following, among other things:

e Statewide administrative and information technology infrastructure supporting the
trial courts;

e Services provided to the trial courts by the AOC;

* Stats. 2005, ch. 74., enacted on July 19, 2005.

5 Attachments 5-8 are the letters from the AOC and CSAC to each of the four courts and counties that sets forth their
respective maximum, approved equitable adjustment amount. The authorized objects of expenditure in Fresno
include the Juvenile Courthouse, the Selma Courthouse, and other objects as specified in, and limited by, Section 2
of that certain MOU, dated July 1, 2005, between the Superior Court of California, County of Fresno, and the
County of Fresno, which MOU is included in this report as Attachment 9.
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e Services or property “of any kind” lawfully contracted for by a trial court or
courts; and

e Services or property “of any kind” lawfully contracted for by the AOC on behalf
of a trial court or courts.

Consistent with constitutional restrictions on gifts of public funds, Allowable Costs do
not include the cost of any item for which a county must pay.

The amendment of section 68085(a) gives the judicial branch independent authority to
make Authorized Payments for certain essential services and items for which some courts
and counties previously paid directly using local, undesignated fee revenue. AB 139 had
the effect of sending this formerly undesignated fee revenue to the state. Implementation
of amendments to section 68085(a) will allow the AOC to restore, subject to applicable
policies and procedures, certain revenue that had been allocated for local infrastructure
projects that were pending prior to enactment of AB 139. It will also give the AOC the
authority it needs to correct, on a case-by-case basis, inequities that resulted from sending
certain undesignated fee revenue to the state.

The expansion of the authority of the judicial branch to itself allocate available TCTF and
TCIF money among the courts furthers the Judicial Council’s goal of promoting self-
governance by the branch. Among other benefits, it gives the branch tools to respond
effectively and efficiently to demands and opportunities that present themselves in the
course of a fiscal year.

As stated above, when the Legislature amended section 68085(a), it did not amend
language that requires the Judicial Council to prepare and adopt procedures to provide for
the administration of section 68085(a) “in a way that promotes the effective, efficient,
reliable, and accountable operation of the trial courts.” The Judicial Council may
delegate to the AOC, pursuant to Article VI, section 6(c), of the California Constitution,
this responsibility. Delegation to the AOC also is consistent with Rule of Court 6.707.
Rule 6.707 requires the AOC “to prepare and adopt” the Trial Court Financial Policies
and Procedures Manual (the Manual) and sets forth a process by which trial courts and
other interested parties may comment on the prospective and revised policies and
procedures. Therefore, staff recommends that the Judicial Council direct the AOC to
amend the Manual by preparing and adopting new procedures, or amending existing
procedures, to implement section 68085(a) in a way that promotes the effective, efficient,
reliable, and accountable operation of the trial courts.

Effectiveness and efficiency will be further enhanced by delegating to the AOC the
Judicial Council’s authority and responsibility for administering trial courts’ requests for
Authorized Payments. The AOC needs sufficient authority to make decisions promptly
on requests by trial courts in accordance with section 68085(a)(2)(A). Doing so requires
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reviewing material that the courts submit in support of their requests, and considering
their application to policies and procedures. Staff members of the AOC are uniquely
suited to performing this work; they are experienced in reviewing courts’ funding
requests and making recommendations and decisions in consideration of applicable
policies and procedures and funding priorities. Delegation of the stated authority to the
AOC will, therefore, promote the Judicial Council’s goals for statewide administration.

Alternative Actions Considered

Staff considered recommending that the Judicial Council establish specific policies and
procedures related to implementing amendments to section 68085(a) rather than
delegating this responsibility to the AOC. This, however, would not be consistent with
Rule 6.707. The Judicial Council, through Rule 6.707, previously delegated to the AOC
authority and responsibility to prepare and adopt trial court financial polices and
procedures. Therefore, this alternative is not recommended.

Another alternative that staff considered was for the Judicial Council not to delegate to
the AOC the authority to administer section 68085(a), as amended. However, the AOC is
the judicial branch entity responsible for discharging administrative duties for the branch.
AQC staff’s proposals promote an appropriate division of responsibilities by permitting
the Judicial Council to attend primarily to larger issues of policy and governance.
Therefore, this alternative is not recommended.

An alternative to the AOC making direct payments for the costs of facilities projects in
the Counties of Fresno, Merced, Orange and Santa Cruz was for the counties to make
these payments, and, pursuant to section 68085.8, to deduct the same amount from the
civil assessment and fee money that is transferred to the AOC pursuant to AB 139.
Although such adjustments are authorized under section 68085.8, and CSAC the AOC
had previously approved the amount of the proposed adjustments, implementation would
have required CSAC’s approval. CSAC decided that it wanted to memorialize the
equitable adjustments in legislation instead of relying on the mechanisms in section
68085.8 (b). If the AOC were to agree to this approach, the facilities projects could be
further delayed, which could significantly increase costs or lead to termination of the
approved projects. Therefore, this alternative is not recommended.

Comments from Interested Parties

Most of the recommendations contained in this report were reviewed and considered by
the Trial Court Budget Working Group at their meetings on September 27 and October
11, 2006, prior to presentation to the Judicial Council for consideration and approval.

Implementation Requirements and Costs
No additional funds are needed to implement these recommendations.

Attachments
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Attachment 3« - -

FUND BALANCE (RESERVE) POLICY

BACKGROUND

Minimum financial accounting and reporting standards and guidelines have been established
by the Financial Accounting Standards Board (FASB) and the Governmental Accounting
Standards Board (GASB). The Trial Court Financial Policy and Procedures Manual, in
compliance with these standards and guidelines, specifies that the trial courts are responsible
for the employment of “sound business, financial and accounting practices” to conduct their
fiscal operations. One important policy concerns fund balance or “reserves” that courts
manage.

In 2006, the Legislature in the Supplemental Report of the 2006 Budget Act in Item 0250-
101-0932 2(b) specified the following information on fund balance be submitted.

(i) The Judicial Council shall report all approved allocations to the trial courts . . . by
September 30, 2006. The report shall include a statement of the intended purpose for
which each allocation was made. The report shall also include the policy governing
trial court reserves.

(i) The trial courts shall report to the Judicial Council by September 15, 2007, all
court revenues, expenditures, and reserves from the prior fiscal year for funding from
all fund sources.

In addition to this specific reporting, Government Code section 77203 specifies that the
Judicial Council has the authority to authorize trial courts to carry over unexpended funds
from one year to the next. Consistent with this provision, there is a need for a clear policy
that ensures courts are able to identify resources that address statutory and contractual
obligations as well as maintain a minimum level of operating and contingency funds. This
policy provides the necessary structure to ensure funds are available to maintain service
levels for various situations that confront the trial courts including a late state budget.

PURPOSE

Government agencies/entities report the difference between their assets and liabilities as fund
balance, which is divided into restricted and unrestricted components. The function of the
restricted fund balance is to isolate the portion of fund balance that represents resources
required to address statutory or contractual obligations and is not available for the following
period’s budget. Unrestricted fund balance can serve as a measure of current available,
uncommitted financial resources.

The purpose of this policy is to establish uniform standards for the reporting of fund balance

by trial courts and to maintain accountability over the public resources used to finance trial
court operations.
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Attachment 3+«

POLICY

As a publicly funded entity and as good public policy, trial courts must ensure that the funds
allocated and received from the state and other sources are used efficiently and accounted for
properly and consistently. The trial courts shall account for and report fund balance
(“reserves”) in accordance with established standards, utilizing approved categories.
Additionally, a fund balance can never be negative.

Fund Balance Categories

Restricted Fund Balance This is a fund balance that is not available for purposes
other than contractual or statutory purposes.

Contractual - A restricted fund balance set aside for executed contractual
commitments beyond the current year (e.g., multi-year contracts). Contractual
obligations expected to be incurred in the current year should be budgeted and
encumbered in the current year.

Statutory - A restricted fund balance that is unspent, receipted revenues that
have a statutory restriction on their use.

Unrestricted Fund Balance This is a fund balance that is comprised of funds that
are neither contractually nor statutorily restricted but may, by policy, require
minimum amounts be maintained or identified.

Designated - The portion of unrestricted fund balance that is subject to
tentative management plans beyond the current fiscal year. For each specific
plan, trial courts must select a specific sub-category that is provided and
provide a detailed description of the planned use of the fund balance. Specific
plans that fall under the same sub-category should be designated separately.

Undesignated - The portion of fund balance that is neither restricted nor
designated.

Designated Fund Balance
For designated fund balances that are based on estimates, particularly the operating and

emergency, leave liabilities, and retirement fund balance categories, explanations of the
methodology used to compute the designated amount must be provided. The trial court
should fund the operating and emergency fund category prior to any other designated fund
balance category being funded. In addition, if there is insufficient fund balance to designate
total estimated liabilities, the shortfall should be provided in attached footnotes.
Designations or planned uses include but are not limited to:

1. Operating and Emergency

Each court shall maintain a minimum operating and emergency fund balance at all
times as determined by the following calculation based upon total actual expenditures
of the previous fiscal year.
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Annual Actual Expenditures
5 percent of the first $ 10,000,000
4 percent of the next $ 40,000,000
3 percent of expenditures over $50,000,000

If a court determines that it is unable to identify in its annual budget the minimum
operating and emergency fund balance levels identified above, the court shall
immediately notify the Administrative Director of the Courts, or designee, in writing
and provide a plan with a specific timeframe to correct the situation.

2. One-time facility — Tenant improvements Examples include carpet and fixture
replacements.

3. One-time facility — Other Examples include leases paid by AOC on behalf of courts.

4. Statewide Administrative Infrastructure Initiatives

5. Local Infrastructure (technology and non-technology needs) Examples

include interim case management systems and non-security equipment.

6. One-time employee compensation (leave liability, retirement, etc.)
Amounts included in this category are exclusive of employee compensation
amounts already included in the trial court’s operating budget and not in a
designated fund balance category.

a. One-time leave payments at separation from employment and other estimated or
planned leave payments. If amounts are not already accounted for in a trial court’s
operating budget, estimated one-time payouts for vacation or annual leave to
employees planning to separate from employment within the current fiscal year
should be in this designated fund balance category. This amount could be
computed as the average amount paid out with separations or other leave payments
during the last three years. Any anticipated non-normal or unusually high payout
for an individual or individuals should be added to the average amount calculated.

In a footnote, the trial court should note the amount of their employees’ currently
earned leave balance that is more than the established designated fund balance. The
amount would be determined by multiplying the hours of earned vacation or annual
leave on the payroll records for each employee times their current salary rate minus
the designated fund balance established

b. Unfunded pension liability. If documented by an actuarial report, the amount of
unfunded pension liability should be included as a designated fund balance.
Employer retirement plan contributions for the current fiscal year must be
accounted for in the trial court’s operating budget.

In a footnote, the trial court should note the amount of the current unfunded pension
liability that is in excess of the established designated fund balance.
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c. Unfunded retiree health care liability. If documented by an actuarial report, and
appropriate, the amount of unfunded retiree health care liability should be included
as a designated fund balance.

In a footnote, the trial court should note the amount of the current unfunded retiree
health care liability that is in excess of the established designated fund balance.

d. Workers compensation (if managed locally). The amount estimated to be paid
out in the current fiscal year.

7. Professional and consultant services Examples include human resources,
information technology, and other consultants.

8. Security Examples include security equipment, and pending increases for
security service contracts.

9. Other (required to provide detail)
Any other planned commitments that are not appropriately included in one of the
above designated fund balance categories should be listed here with a description in
sufficient detail to determine its purpose and requirements.
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of the Government Code was amended by the Budget Act
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These paid or reimbursed costs may be for services provided to

the court or courts by the Administrative Office of the Courts or

courts.

payment for services or property of any kind contracted for by the

court or courts or on behalf of the courts by the Administrative Office

The amount of appropriations from the Trial Court

Improvement Fund under this subdivision may not exceed 20 percent of

of the Courts.

the amount deposited in the Trial Court Improvement Fund pursuant to
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subdivision (a) of Section 77205. The direct payment or reimbursement
of costs from the Trial Court Trust Fund may be supported by the
reduction of a participating court's allocation from the Trial Court
Trust Fund to the extent that the court's expenditures for the program
are reduced and the court is supported by the pregramexpenditure . The
Judicial Council shall provide the affected trial courts with quarterly
reports on expenditures from the Trial Court Trust Fund incurred as
authorized by this subdivision. The Judicial Council shall establish
procedures to provide for the administration of this paragraph in a way
that promotes the effective, efficient, reliable, and accountable
operation of the trial courts.

(B) As used in subparagraph (A), the term "costs of operating one
or more trial courts" includes any expenses related to operation of the
court or performance of its functions, including, but not limited to,
statewide administrative and information technology infrastructure
supporting the courts. The term "costs of operating one or more trial
courts" is not restricted to items considered '"court operations"
pursuant to Section 77003, but is subject to policies, procedures, and
criteria established by the Judicial Council, and may not include an
item that is a cost that must otherwise be paid by the county or city
and county in which the court is located.
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(A

California State Association of Counties Judicial Council of California
1100 K Street ¢ Suite 101 Administrative Office of the Courts ¢ Finance Division
Sacramento, CA ¢ 95814 455 Golden Gate Avenue
916/327-7500 San Francisco, CA * 94102

415/865-7945

DATE: February 21, 2006

TO: Bart Bohn, County Administrative Officer
Vicki L. Crow, County Auditor-Controller
Edward Sarkisian, Presiding Judge
Tamara Beard, Court Executive Officer

FROM.: Rubin R. Lopez and Elizabeth Howard, Administration of Justice Staff
California State Association of Counties

Christine M. Hansen, Director and Chief Financial Officer
Administrative Office of the Courts

SUBJECT: Request for Equity Adjustment Pursuant to Government Code (GC) Section
68085.8(a) — County of Fresno

We have received your request for an equitable adjustment to correct inequities that result from
the implementation of AB 139. We understand that this adjustment will correct the inequity
occurring as a result of your agreement to use a portion of “undesignated fee” revenues to
build a new court facility in Fresno. The AOC and CSAC have arrived at a joint decision
regarding your request and agree that an equitable adjustment is appropriate. The amount of
the adjustment is a maximum of $500,000 per year for twenty years. The first adjustment will
occur on the date of occupancy, estimated to be in August 2007. Of course, the actual amount
and duration of the adjustment is conditioned upon the execution of a definitive written
agreement between the court and the county that reflects the proposed terms and conditions
that CSAC and the AOC relied upon in making this adjustment

The AOC and CSAC are still in the process of determining the appropriate mechanism for
implementing this adjustment, including additional statutory amendments. Pursuant to GC
68085.8 (b), inequities may be corrected by one or more of the following mechanisms:

(1) Adjustment of the reduction under subdivision (b) of Section 68085.7.

(2) Adjustment of the amount of a county's obligation under subdivision (a) of Section
68085.6.

(3) Adjustment of allocations to a trial court from the Trial Court Trust Fund under
subdivision (a) of Section 68085.
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(4) If necessary, with agreement of the court and county, adjustments of the rights and
duties of the parties under memoranda of understanding or other agreements or
practices.

The adjustments under paragraphs (1) to (4), inclusive, may be temporary or permanent.

The AOC and CSAC understand that you have specific obligations related to the amounts
affected by the equitable adjustment allowed pursuant to GC 68085.8. You will receive a
future notification of the mechanism by which the adjustment under 68085.8 will be made for
your county in a timely manner so that your obligations will not be negatively affected by this
process.

As the process of implementing AB 139 and adjusting the MOE moves forward, the AOC and
CSAC will continue to provide support and assistance as necessary as we continue working to

resolve any issues that remain.

Again, if you have any questions or concerns about the MOE reduction or require assistance,
please contact one of the following individuals.

Administrative Office of the Courts  California State Association of Counties

Ruben Gomez Rubin Lopez Elizabeth Howard
415-865-7686 916-327-7500, Ext. 513 916-327-7500, Ext. 537
ruben.gomez@jud.ca.gov rlopez@counties.org ehoward@counties.org
cc: James Keene, Executive Director, California State Association of Counties

Kathleen Howard, Director, Office of Governmental Affairs, AOC

Eraina Ortega, Manager, Office of Governmental Affairs, AOC

Stephen Nash, Asst. Director of Finance, Office of Budget Management, AOC
John Judnick, Manager, Internal Audit Services, AOC

Ruben Gomez, Manager, Fiscal Administration and Technical Support Services, AOC
Steven Chang, Supervisor; Budget, Data and Technical Support Unit; AOC
Michael Fischer, Attorney, Office of the General Counsel, AOC

Brad Heinz, Attorney, Office of the General Counsel, AOC

Janet Grove, Attorney, Office of the General Counsel, AOC

Patrick O’Donnell, Attorney, Office of the General Counsel, AOC

Kim Davis, Director, Office of Court Construction and Management, AOC
Gisele Corrie, Manager, Office of Court Construction and Management, AOC
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California State Association of Counties Judicial Council of California
1100 K Street ¢ Suite 101 Administrative Office of the Courts ¢ Finance Division
Sacramento, CA ¢ 95814 455 Golden Gate Avenue
916/327-7500 San Francisco, CA * 94102

415/865-7945

DATE: February 8, 2006

TO: Demitrios O. Tatum, County Administrative Officer
M. Stephen Jones, County Auditor-Controller
Frank Dougherty, Presiding Judge
Kathie Goetsch, Court Executive Officer

FROM.: Rubin R. Lopez and Elizabeth Howard, Administration of Justice Staff
California State Association of Counties

Christine M. Hansen, Director and Chief Financial Officer
Administrative Office of the Courts

SUBJECT: Request for Equity Adjustment Pursuant to Government Code (GC) Section
68085.8(a) — County of Merced

We have received your request for an equitable adjustment to correct inequities that result from
the implementation of AB 139. We understand that this adjustment will correct the inequity
occurring as a result of your agreement to use a portion of “undesignated fee” revenues to
build a new court facility in Merced. The Administrative Office of the Courts (AOC) and the
California State Association of Counties (CSAC) have arrived at a joint decision regarding
your request and agree that an equitable adjustment is appropriate. The amount of the
adjustment is up to a maximum of $310,000 annually for thirty years. This adjustment is in
addition to the MOE reduction you will receive pursuant to the notice sent by the AOC and
CSAC on December 22, 2005. The first $310,000 adjustment will occur in 2006 and the final
adjustment will be made in 2036 pursuant to the terms of the Merced facility agreement
between the court and county.

The AOC and CSAC are still in the process of determining the appropriate mechanism for
implementing this adjustment, including additional statutory amendments. Pursuant to GC
68085.8 (b), inequities may be corrected by one or more of the following mechanisms:

(1) Adjustment of the reduction under subdivision (b) of Section 68085.7.

(2) Adjustment of the amount of a county's obligation under subdivision (a) of Section
68085.6.

(3) Adjustment of allocations to a trial court from the Trial Court Trust Fund under
subdivision (a) of Section 68085.
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(4) If necessary, with agreement of the court and county, adjustments of the rights and
duties of the parties under memoranda of understanding or other agreements or
practices.

The adjustments under paragraphs (1) to (4), inclusive, may be temporary or permanent.

The AOC and CSAC understand that you have specific obligations related to the amounts
affected by the equitable adjustment allowed pursuant to GC 68085.8. You will receive a
future notification of the mechanism by which the adjustment under 68085.8 will be made for
your county in a timely manner so that your obligations will not be negatively affected by this
process.

As the process of implementing AB 139 and adjusting the MOE moves forward, the AOC and
CSAC will continue to provide support and assistance as necessary as we continue working to

resolve any issues that remain.

Again, if you have any questions or concerns about the MOE reduction or require assistance,
please contact one of the following individuals.

Administrative Office of the Courts  California State Association of Counties

Ruben Gomez Rubin Lopez Elizabeth Howard
415-865-7686 916-327-7500, Ext. 513 916-327-7500, Ext. 537
ruben.gomez@jud.ca.gov rlopez@counties.org ehoward@counties.org
cc: James Keene, Executive Director, California State Association of Counties

Kathleen Howard, Director, Office of Governmental Affairs, AOC

Eraina Ortega, Manager, Office of Governmental Affairs, AOC

Stephen Nash, Asst. Director of Finance, Office of Budget Management, AOC
John Judnick, Manager, Internal Audit Services, AOC

Ruben Gomez, Manager, Fiscal Administration and Technical Support Services, AOC
Steven Chang, Supervisor; Budget, Data and Technical Support Unit; AOC
Michael Fischer, Attorney, Office of the General Counsel, AOC

Brad Heinz, Attorney, Office of the General Counsel, AOC

Janet Grove, Attorney, Office of the General Counsel, AOC

Patrick O’Donnell, Attorney, Office of the General Counsel, AOC

Kim Davis, Director, Office of Court Construction and Management, AOC
Gisele Corrie, Manager, Office of Court Construction and Management, AOC
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California State Association of Counties Judicial Council of California
1100 K Street ¢ Suite 101 Administrative Office of the Courts ¢ Finance Division
Sacramento, CA ¢ 95814 455 Golden Gate Avenue
916/327-7500 San Francisco, CA * 94102

415/865-7945

DATE: February 6, 2006

TO: Thomas Mauk, County Executive Officer
David E. Sundstrom, County Auditor-Controller
Nancy Wieben Stock, Presiding Judge
Alan Slater, Court Executive Officer

FROM.: Rubin R. Lopez and Elizabeth Howard, Administration of Justice Staff
California State Association of Counties

Christine M. Hansen, Director and Chief Financial Officer
Administrative Office of the Courts

SUBJECT: Request for Equity Adjustment Pursuant to Government Code (GC) Section
68085.8(a) — County of Orange

We have received your request for an equitable adjustment to correct inequities that result from
the implementation of AB 139. We understand that this adjustment will correct the inequity
occurring as a result of your agreement to use a portion of “undesignated fee” revenues to
remodel and expand an existing court facility in Laguna Niguel. The AOC and CSAC have
arrived at a joint decision regarding your request and agree that an equitable adjustment is
appropriate. The amount of the adjustment is approximately $6.2 million annually for a
period of 30 years. The first $6.2 million adjustment will occur in 2006. This adjustment is in
addition to the MOE reduction you will receive pursuant to the notice sent by the AOC and
CSAC on December 22, 2005. Of course, the actual amount and duration of the adjustment is
conditioned upon the execution of a definitive written agreement between the court and the
county that reflects the proposed terms and conditions that CSAC and the AOC relied upon in
making this adjustment

The AOC and CSAC are still in the process of determining the appropriate mechanism for
implementing this adjustment, including additional statutory amendments. Pursuant to GC
68085.8 (b), inequities may be corrected by one or more of the following mechanisms:

(1) Adjustment of the reduction under subdivision (b) of Section 68085.7.

(2) Adjustment of the amount of a county's obligation under subdivision (a) of Section
68085.6.
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(3) Adjustment of allocations to a trial court from the Trial Court Trust Fund under
subdivision (a) of Section 68085.

(4) If necessary, with agreement of the court and county, adjustments of the rights and
duties of the parties under memoranda of understanding or other agreements or
practices.

The adjustments under paragraphs (1) to (4), inclusive, may be temporary or permanent.

The AOC and CSAC understand that you have specific obligations related to the amounts
affected by the equitable adjustment allowed pursuant to GC 68085.8. You will receive a
future notification of the mechanism by which the adjustment under 68085.8 will be made for
your county in a timely manner so that your obligations will not be negatively affected by this
process.

As the process of implementing AB 139 and adjusting the MOE moves forward, the AOC and
CSAC will continue to provide support and assistance as necessary as we continue working to

resolve any issues that remain.

Again, if you have any questions or concerns about the MOE reduction or require assistance,
please contact one of the following individuals.

Administrative Office of the Courts  California State Association of Counties

Ruben Gomez Rubin Lopez Elizabeth Howard
415-865-7686 916-327-7500, Ext. 513 916-327-7500, Ext. 537
ruben.gomez@jud.ca.gov rlopez@counties.org ehoward@counties.org
cc: James Keene, Executive Director, California State Association of Counties

Kathleen Howard, Director, Office of Governmental Affairs, AOC

Eraina Ortega, Manager, Office of Governmental Affairs, AOC

Stephen Nash, Asst. Director of Finance, Office of Budget Management, AOC
John Judnick, Manager, Internal Audit Services, AOC

Ruben Gomez, Manager, Fiscal Administration and Technical Support Services, AOC
Steven Chang, Supervisor; Budget, Data and Technical Support Unit; AOC
Michael Fischer, Attorney, Office of the General Counsel, AOC

Brad Heinz, Attorney, Office of the General Counsel, AOC

Janet Grove, Attorney, Office of the General Counsel, AOC

Patrick O’Donnell, Attorney, Office of the General Counsel, AOC

Kim Davis, Director, Office of Court Construction and Management, AOC
Gisele Corrie, Manager, Office of Court Construction and Management, AOC
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California State Association of Counties Judicial Council of California
1100 K Street ¢ Suite 101 Administrative Office of the Courts ¢ Finance Division
Sacramento, CA ¢ 95814 455 Golden Gate Avenue
916/327-7500 San Francisco, CA * 94102

415/865-7945

DATE: February 8, 2006

TO: Susan A. Mauriello, County Administrative Officer
Mary Jo Walker, County Auditor-Controller
Heather Morse, Presiding Judge
Alex Calvo, Court Executive Officer

FROM.: Rubin R. Lopez and Elizabeth Howard, Administration of Justice Staff
California State Association of Counties

Christine M. Hansen, Director and Chief Financial Officer
Administrative Office of the Courts

SUBJECT: Request for Equity Adjustment Pursuant to Government Code (GC) Section
68085.8(a) — County of Santa Cruz

We have received your request for an equitable adjustment to correct inequities that result
from the implementation of AB 139. We understand that this adjustment will correct the
inequity occurring as a result of your agreement to use a portion of “undesignated fee”
revenues to build a new court facility in Watsonville. The Administrative Office of the Courts
(AOC) and California State Association of Counties (CSAC) have arrived at a joint decision
regarding your request and agree that an equitable adjustment is appropriate. The amount of
the adjustment is $75,000 per year for 30 years. This adjustment is in addition to the MOE
reduction you will receive pursuant to the notice sent by the AOC and CSAC on December 22,
2005. The first $75,000 adjustment will occur in 2006 and the final adjustment will be made in
2036. Of course, the actual amount and duration of the adjustment is conditioned upon the
execution of a definitive written agreement between the court and the county that reflects the
proposed terms and conditions that CSAC and the AOC relied upon in making this
adjustment.

The AOC and CSAC are still in the process of determining the appropriate mechanism for
implementing this adjustment, including additional statutory amendments. Pursuant to GC
68085.8 (b), inequities may be corrected by one or more of the following mechanisms:

(1) Adjustment of the reduction under subdivision (b) of Section 68085.7.

(2) Adjustment of the amount of a county's obligation under subdivision (a) of Section
68085.6.
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(3) Adjustment of allocations to a trial court from the Trial Court Trust Fund under
subdivision (a) of Section 68085.

(4) If necessary, with agreement of the court and county, adjustments of the rights and
duties of the parties under memoranda of understanding or other agreements or
practices.

The adjustments under paragraphs (1) to (4), inclusive, may be temporary or permanent.

The AOC and CSAC understand that you have specific obligations related to the amounts
affected by the equitable adjustment allowed pursuant to GC 68085.8. You will receive a
future notification of the mechanism by which the adjustment under 68085.8 will be made for
your county in a timely manner so that your obligations will not be negatively affected by this
process.

As the process of implementing AB 139 and adjusting the MOE moves forward, the AOC and
CSAC will continue to provide support and assistance as necessary as we continue working to

resolve any issues that remain.

Again, if you have any questions or concerns about the MOE reduction or require assistance,
please contact one of the following individuals.

Administrative Office of the Courts California State Association of Counties

Ruben Gomez Rubin Lopez Elizabeth Howard
415-865-7686 916-327-7500, Ext. 513 916-327-7500, Ext. 537
ruben.gomez@jud.ca.gov rlopez@counties.org ehoward@counties.org
cc: James Keene, Executive Director, California State Association of Counties

Kathleen Howard, Director, Office of Governmental Affairs, AOC

Eraina Ortega, Manager, Office of Governmental Affairs, AOC

Stephen Nash, Asst. Director of Finance, Office of Budget Management, AOC
John Judnick, Manager, Internal Audit Services, AOC

Ruben Gomez, Manager, Fiscal Administration and Technical Support Services, AOC
Steven Chang, Supervisor; Budget, Data and Technical Support Unit; AOC
Michael Fischer, Attorney, Office of the General Counsel, AOC

Brad Heinz, Attorney, Office of the General Counsel, AOC

Janet Grove, Attorney, Office of the General Counsel, AOC

Patrick O’Donnell, Attorney, Office of the General Counsel, AOC

Kim Davis, Director, Office of Court Construction and Management, AOC
Gisele Corrie, Manager, Office of Court Construction and Management, AOC
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MEMORANDUM OF UNDERSTANDING

This Memorandum of Understanding (“Memorandum’) is made and entered into
effective July 1, 2005 (“Effective Date™), by and between the Superior Court of Callforma
County of Fresno (“Court”) and the County of Fresno (“County”™).

RECITALS

WHEREAS, pursuant to Government Code Section 70311, the County is currently
responsible for providing necessary and suitable facilities for the Court; and

WHEREAS, pursuant to Government Code Section 70321, the Judicial Council will be
assuming responsibility for providing facilities for the Court; and

WHEREAS, the County and the Court are jointly responsible for implementing
programs to enhance the collection of court imposed fines and fees; and

WHEREAS, the County and the Court entered into that certain Agreement By And
Between The County Of Fresno And The Fresno County Superior Court dated May 2, 2000
(“2000 Agreement”), as amended by a Memorandum of Understanding between the Court and
the County dated August 15, 2002 (“2002 Memorandum”) (collectively, the “Agreement”)
pursuant to which the Court imposes civil assessments in accordance with California Penal Code
Section 1214.1 against defendants who failed, after notice and without good cause, to appear in
court for any proceeding authorized by law (the “Civil Assessment Program”); and

WHEREAS, among other things, the Agreement provided that net revenue derived from
the Civil Assessment Program would be deposited into a Civil Assessment Trust Fund (“CATF”)
for exclusive use for court facilities and related needs; and

WHEREAS, the County and the Court wish to terminate the Agreement as of the
Effective Date of this Memorandum, and enter into a new agreement regarding civil assessments
collected on and after July 1, 2005 (“Civil Assessments™) dedicated to the purpose of funding
court facilities and related needs; and

WHEREAS, the administrafion of justice and access to the courts would be improved by
leasing a new court house in the City of Selma (“Selma Courthouse”) and the construction of a
new building to house court rooms and county facilities in a new juvenile delinquency court
facility to be occupied by the Court and the County located at the American Avenue Juvenile
Justice Campus (“Juvenile Courthouse™); and

WHEREAS, the County is prepared to borrow the cost of constructing the Juvenile
Courthouse; and

WHEREAS,; the County desires to be reimbursed for the cost of constructing the portion
of the Juvenile Courthouse occupied by the Court through funding from the State of California
(“State”) which funding is the subject of a separate agreement(s) between the County, Court, and
the Judicial Council; and
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WHEREAS, the County and the Court agree that it is in the best interests of the public
and an appropriate use of the Civil Assessments to fund certain costs incurred by the County in
leasing and making tenant improvements to the Selma Courthouse and to construct that portion
of the Juvenile Courthouse that will be occupied by the County;

NOW, THEREFORE, for good and valuable consideration the sufficiency of which is
acknowledged, the parties hereto agree as follows:

AGREEMENT

1. AGREEMENT REGARDING CIVIL ASSESSMENT PROGRAM

1.1  Termination-of Prior Agreement. The Agreement is terminated as of the Effective
Date and replaced in its entirety by this Memorandum.

1.2 Operation. The Court shall continue to administer the Civil Assessment Program
pursuant to Penal Code section 1214.1. The Court shall be solely responsible for the collection
and distribution of all revenue from the Civil Assessment Program and the management and
operation of the Civil Assessment Program, subject to the distribution provisions set forth in
section 2, below. The Court shall have exclusive decision making authority with respect to the
Civil Assessment Program. The Court may, but shall not be obligated to, retain the services of a
third party vendor to collect all Civil Assessments. The Court shall be solely responsible for
supervising any third party vendor(s) so selected for the collection of Civil Assessments.

1.3 Net Revenue. The Court will deposit Net Revenue derived from Civil
Assessments into the CATF. For purposes of this Memorandum, “Net Revenue” means total
revenue actually collected from Civil Assessments in the amount of $250.00 per Civil
Assessment minus allowable costs provided pursuant to Penal Code section 1463.007 as
follows: (1) all Court costs of management, administration and collection, including vendor
commissions and fees (ii) all other costs and expenses incurred by the Court in connection with
the Civil Assessment Program and administration of the CATF, and (iii) any and all refunds paid
from the CATF. The parties agree that revenue from Civil Assessments in excess of $250 per
Civil Assessment shall be the exclusive property of the Court and shall not otherwise be subject
- to the terms of this Memorandum. R v

2. DISTRIBUTION OF NET REVENUE FROM THE CIVIL ASSESSMENT
PROGRAM

All Net Revenue deposited in the CATF shall be distributed by the Court on a monthly
basis, to the extent and in the order set forth below, as follows:

(a) To the County, to be used solely for the payment of the County’s annual
amortized costs of tenant improvements constructed at the Selma Courthouse based on a 5 year
level amortization.

(b) To the County, to be used solely for the annual lease payments for the
Selma Courthouse to the extent such annual lease payments exceed the annual amount paid by
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the County in 2001 for the cost of leasing, maintaining, operating, and related utilities of the
former, now closed, Selma Courthouse.

The total Net Revenue distributed to the County each year pursuant to subsections (a) and (b)

herein shall not exceed the amount per applicable year set forth in Exhibit A attached hereto and
incorporated herein by this reference.

(c) To the Court, for the Court’s exclusive use related to Court facility needs,
as determined by the Court in its sole discretion, all remaining Net Revenue until such time as
the County’s obligation to make Debt Service payments as set forth in (d) below begins.

(d)  To the County, beginning on the date the first monthly payment of
principal and interest is due by the County for the monthly debt service due on the bonds used to
finance the construction of the Juvenile Courthouse (the “Debt Service™) and ending on the last
due date of the County’s monthly Debt Service payment and, in any event, for a period not to
exceed 20 years, an amount equal to the lesser of: (i) fifty percent (50%) of all remaining Net
Revenue in the CATF, or (ii) that portion of the monthly Debt Service payment that is
attributable to the portion of the Juvenile Courthouse occupied by the County. For example, if
the County occupies 30% of the Juvenile Courthouse, then the portion referred to above would

‘be 30% of the monthly Debt Service payment. All funds received by the County pursuant to this
subsection (d) must be used by the County solely to pay the Debt Service as set forth herein.
Notwithstanding anything to the contrary set forth in this subsection (d), in no event shall the
Court receive less than 50% of all remaining Net Revenue after distributing each month all
amounts due in subsections (a) and (b) above and in no event shall the County receive more than
$500,000.00 per Court fiscal year from Net Revenue to pay Debt Service.

‘ (e)  Fifth, to the Court, the remainder of all Net Revenue for the Court’s
exclusive use related to Court facility needs, as determined by the Court in its sole discretion.

3. TERM/TERMINATION/LIABILITY

3.1 Term. This Memorandum shall be effective as of July 1, 2005, and shall remain
in effect until terminated in accordance with section 3.2 of this Memorandum.

32  Termination by the Court. The Court may terminate this Memorandum by giving
written notice to the County in the manner specified in section 5.6 below if:

(@) A court of competent jurisdiction determines that this Memorandum
violates any statute, law, regulation, or State Rule of Court.

(b)  The County materially breaches this Memorandum which includes,
without limit, any use by the County of any funds distributed from the CATF for any purpose
whatsoever other than as set forth in section 2(a), (b), or (d) above.

(c) The County no longer bears, or is liable for, the costs set forth in section 2
(), (b), or (d) above.
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3.3  Limitation of the Court’s Liability. The County acknowledges and agrees that the
sole source for payment by the Court to the County of the costs described in section 2(a), (b), and
(d), above with respect to the Selma Courthouse and the Juvenile Courthouse are the proceeds
from Net Revenue available in the CATF distributed in accordance with section 2 above. In the
event that Net Revenue distributed as provided for in section 2 above is inadequate to cover the
costs described in section 2, or in the event that the State shall prescribe other uses for such Civil
Assessments that take precedence over the terms of this Memorandum, or in the event that this
Memorandum is terminated under any of the provisions of section 3.2, the Court shall have no
liability to pay any sum to the County with respect to the costs so described.

4. DISPUTE RESOLUTION

4.1  Application. Whenever the County and the Court disagree as to any matter
governed by this Memorandum, the dispute resolution process discussed in this Section 4 shall
govern.

42  Request for Meeting. If after fifteen (15) days, the Court and the County cannot
resolve any dispute, either party may give the other party a written request for a meeting between
the Court Executive Officer and the County Administrative Officer for the purpose of resolving a
disagreement between the parties. If such meeting is requested, the meeting shall be held within
ten (10) business days of the receipt of such request. If the meeting fails to occur or fails to
resolve the disagreement, nothing in this Memorandum shall preclude either party from
exercising its legal remedies.

4.3  Resolution of Disputes. If a dispute between the parties regarding the
interpretation or performance of this Memorandum is not resolved in accordance with section 4.2
above, the dispute shall be submitted to non-binding mediation in the City of Fresno, California.

S. MISCELLANEOUS

5.1  Entire Agreement. This Memorandum constitutes the entire agreement between
the parties with respect to the subject matter hereof and supersedes all previous modifications,
agreements, memorandums, term sheets, proposals, negotiations, representations, and
commitments, both oral and written, between the parties.

5.2  Amendment. This Memorandum may not be modified or amended, except by
written instrument executed by the parties. v

5.3  Time of Performance. Unless specifically stated to the contrary, all references to
days herein shall be deemed to refer to calendar days. If the final date for payment of any
amount or performance of any act falls on a Saturday, Sunday or holiday, such payment shall be
made or act performed on the next succeeding business day.

5.4  Further Assurances. Each party hereto agrees to cooperate with the other, and to
execute and deliver, or cause to be executed and delivered, all such other instruments and
documents, and to take all such other actions as may be reasonably requested of it from time to
time, in order to effectuate the provisions and purposes of this Memorandum.
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5.5 Time. Time is of the essence of each and all of the provisions of this
Memorandum. ‘

5.6  Notices. Any notice required or permitted hereunder must be in writing and will
be deemed delivered when (i) personally delivered; (ii) mailed by depositing such notice in the
United States mail, first class postage prepaid; or (iii) sent by reputable overnight delivery
service; addressed as follows or to such other place as each party hereto may designate by
subsequent written notice to the other party:

If to the Court: Superior Court of California, County of Fresno
1100 Van Ness Avenue
Fresno, CA 93724-0002
Attn: Court Executive Officer

If to the County: County of Fresno
Fresno County Administrative Office
2281 Tulare Street
Fresno, CA 93721
Attn: County Administrative Officer

5.7  Waiver. Any waiver of any term of this Memorandum must be in writing and
executed by an authorized representative of the waiving party and shall not be construed as a
waiver of any succeeding breach of the same or other term of this Memorandum.

5.8 Binding. This Memorandum shall be binding upon the successors of the Court
and the County.

5.9  Counsel and Drafting. Each party hereto, by its due execution of this
Memorandum, represents to the other party that it has reviewed each term of this Memorandum
with their counsel, or has had the opportunity for such review with their counsel. No party shall
deny the validity of this Memorandum on the ground that such party did not have the advice of
counsel. Each party hereto has had the opportunity to participate in drafting and preparation of
this Memorandum. The provisions and terms of this Memorandum shall be interpreted in
accordance with the plain meaning thereof, and shall not be construed in favor or against either
party because such party drafted or did not draft any such provision.

5.10 Counterparts. This Memorandum may be executed in one or more counterparts,
all of which together shall constitute one and the same agreement.

5.11 Compliance with Laws. Notwithstanding any provision to the contrary contained
in this Memorandum, the parties agree that no provision of this Memorandum shall require any
party to violate any applicable statute, rule of law or regulation. In addition to the foregoing, the
Court shall not be required to violate any Rule of the Court or any policy binding on the Court.

5.12 Severability. The provisions of this Memorandum are separate and severable.
Should any court hold that any provision of this Memorandum is invalid, void or unenforceable,
then the validity of other provisions of this Memorandum shall not be affected or impaired
thereby.
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5.13 Governing Law. This Memorandum shall be construed under the laws of the
State of California, without regard to its conflict of law provisions.

5.14 Certification of Authority to Execute this Memorandum. The County and the
Court certify that the individual(s) signing below on behalf of the party has authority to execute
this Memorandum on behalf of the party, and may legally bind the party to the terms and
conditions of this Memorandum.

5.15 Indemnity; Hold Harmless. The parties waive Government Code Section 895.6.
In the event that the Court and the County are each found liable for injuries or damages to a third
party or parties by reason of a breach or failure to perform by each of them of a respective duty
or obligation undertaken pursuant to this memorandum, the Court and the County shall share -
such liability in proportion to their respective fault, and if one of them shall satisfy the total
liability in an amount in excess of its proportionate share, it shall be entitled to contribution from
the other in the amount of the excess paid. In addition, the County agrees to indemnify, defend
(with counsel satisfactory to the Administrative Office of the Courts), and hold harmless the
Court, its judges, subordinate judicial officers, court executive officers, court administrators,
agents, representatives, contractors, volunteers and employees from any and all losses, costs,
liabilities and damages, including reasonable attorneys’ fees and costs (individually, a “Claim”
and collectively, “Claims”) arising from, related to or in connection with, in whole or in part, the
County’s breach of its obligations under this Memorandum or the County’s violation of any
applicable law, rule or regulation.

5.16 Audit. The Court, or its representatives, upon reasonable notice to the County,
may audit the County’s payment and use of the amounts set forth in section 2 above. The
County agrees to maintain all records applicable to such use and payment until the expiration of
four years from the termination of this Memorandum or the date upon which the final payment of
any sums set forth section 2 is made by the County, whichever is longer.

5.17 Third-Party Beneficiary. This Memorandum is entered into for the benefit of the
Court, the County, the Administrative Office of the Courts, the Judicial Council, and the State.
No other person or entity is intended to be or shall be deemed a direct or incidental third-party
beneficiary of this Memorandum, nor shall any other person or entity have any right regarding
this Memorandum.

[The remainder of this page is intentionally left blank]
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5.18 Approval of Administrative Office of the Courts. The parties acknowledge that
this Memorandum requires the approval of the Administrative Office of the Courts in accordance .
with Government Code section 68085.5(d)(2).

5.19 Survival. The provisions of sections 3, 4, and 5 shall survive any termination of
this Memorandum.

IN WITNESS WHEREOF, the parties hereto have executed this Memorandum as of the
date first written above in Fresno, California.

SUPERIOR COURT OF CALIFORNIA, COUNTY OF FRESNO

By:
, Presiding Judge
COUNTY OF FRESNO
By:
, Chair, Board of Supervisors
APPROVED:

ADMINISTRATIVE OFFICE OF THE COURTS

William C. Vickrey, Administrég}?i\'m Director of the CQHQ%.‘,‘.A._ -

7 1191870.6



Year of Lease

O 00 3 O W A W N —

fa—ry
o

Exhibit A

Amount

$61,970.72
$62,762.72
$63,574.52
$64,406.61
$65,259.51
$9,520.01
$10,416.09
$11,334.56
$12,276.00

- $13,240.98
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